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Small business and entrepreneurship in the knowledge economy: A 






Explanations of cross-national variations in the level of small business and 
entrepreneurial activity have typically not distinguished between different industry 
sectors and have tended to focus on general framework conditions affecting small 
business including macroeconomic variables and regulatory and cultural factors. 
However, sectoral patterns of small business and entrepreneurial activity also vary 
cross-nationally and require further explanation. This paper develops a framework for 
analysis of the conditions of small firms in knowledge intensive sectors that takes into 
account the stock of knowledge and competence in the economy, the capacity to 
generate and commercialise new ideas and the strength of regional systems of 
innovation. An analysis of the Australian and Swedish context shows that 
macroeconomic, regulatory and cultural factors explain a general bias in the 
Australian economy towards small business and entrepreneurship. However, the 
paper draws attention to the very different pattern that emerges with respect to small 
business and entrepreneurial activity in knowledge sectors. The stock of knowledge 
and competence, capacity to generate and commercialise ideas and strength of 
regional innovation systems seems to explain Sweden’s superior performance in 








Comparative analysis of economic performance in the post World War II era has 
focused on cross-national differences in unemployment, growth, inflation, the 
structure of manufacturing industries and the balance of trade in manufactured 
goods. This literature has explained economic performance with reference to a range 
of policy and institutional conditions including the extent of left party control of 
government2, the level of union centralisation and involvement in economic policy 
making3, the existence of corporatist institutional arrangements4, the extent of state 
involvement in industrial restructuring5, the independence of the state from the 
influence of key political coalitions6 and the capacity of the state to mobilise private 
sector interests in the pursuit of common goals of economic development and 
transformation7. More recently, comparative economic studies have shifted away 
from a concern with macroeconomic outcomes and manufacturing success to focus 
on innovation and the knowledge economy8. The business systems/innovation 
systems literature contributes to an understanding of the way in which different 
national business systems affect the strategic orientation of business and give rise to 
innovative capacities in different types of industries9. The underlying theme in this 
literature is that national political and institutional factors provide some explanation 
for comparative economic outcomes.   
 
This paper seeks to contribute to this direction in comparative economic studies by 
focusing on a specific dimension of the knowledge economy. The paper analyses 
small business and entrepreneurial activity both at an aggregate level and in the 
context of the knowledge intensive ICT sector. In the changing economic context of 
the knowledge economy, small business and the ICT sector have become a focus of 
industrial policy initiatives in the OECD countries10. Many industry policy programs 
dealing with innovation and export in ICT contain specific provisions for small firms. 
The presence of dynamic small firms in the ICT sector is regarded as critical to 
industrial competitiveness in the new economy11.  
 
A growing body of literature is concerned with identifying the policy and institutional 
factors that are supportive of small business in sectors such as ICT, given their 
perceived importance in the new economic environment. As explained in the first 
section of the paper, explanations of cross-national variation in small business 
activity that focus exclusively on the general environment of small firms and 
aggregate levels of small business and entrepreneurial activity12 are inadequate to an 
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understanding of sectoral level variations in levels of small business and 
entrepreneurial activity.  Aggregate approaches have led to the conclusion that levels 
of small business and entrepreneurial activity can be explained with reference to 
favourable macroeconomic environments including flexible labour markets and low 
taxation regimes.  
 
The environmental context of small firms in knowledge sectors is less well 
researched than the cross-national conditions for entrepreneurship and small 
business more generally. Yet there is reason to expect that there are specific policy 
and institutional factors that are of importance to small firms developing and 
commercialising new technologies and operating in knowledge intensive sectors 
such as ICT13. The specific contribution of this paper is in elaborating explanations 
for cross-national variation in small business activity in the critical knowledge 
intensive ICT sector. 
 
Research on systems of innovation14, technology systems15, regional innovation 
systems16 and competence blocs17 provides a guide to the factors that may be of 
particular relevance to knowledge intensive small firms, as does research on new 
technology based firms and science parks18. From that literature, this paper develops 
a basis for analysing the institutional and policy environment of small firms in 
knowledge intensive sectors such as ICT.  
 
METHOD AND CASE SELECTION 
 
The empirical dimension of the paper involves the accumulation, standardisation and 
analysis of statistical data from a wide range of sources in Australia, Sweden and the 
OECD as reported in the Data Appendix. The difficulty of obtaining statistics 
measuring small business activity, which are comparable cross-nationally, is reported 
in the data appendix and problems of standardisation and comparability are noted. 
Qualitative information and previous studies are used to supplement the quantitative 
material, which is structured in the form of two country case studies.  
 
The countries were chosen on the basis that they are often identified in the 
entrepreneurship literature as key examples of strong and weak performers in cross-
national comparisons of small business and entrepreneurship. Sweden is renown for 
its large firms and is often cited in comparative entrepreneurship studies as a country 
whose regulatory environment and political and institutional infrastructure discourage 
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entrepreneurship. In contrast, Australia is typically identified as a country with high 
levels of entrepreneurship19.   
 
Further, while both countries can be regarded as small states, they have very 
different political, social and economic histories. Historically, Australia’s economic 
vulnerability linked to its small state status led to the development of what has 
described as the ‘politics of domestic defence’ involving extensive tariff protection, a 
unique system of wage fixation through boards of conciliation and arbitration and 
racist immigration policies resulting in very low levels of exposure to international 
market forces, despite its small state status20. More recently Australia has embraced 
the policy reforms of neo-liberalism and is now typically described as an Anglo-Saxon 
liberal market economy in which markets are the primary institutional influence on 
economic activity21.   
 
In contrast, Sweden’s small state strategy is widely known as constituting a ‘politics 
of domestic compensation’ involving a policy of international openness in pursuit of 
expanded markets and improved economies of scale. In the unique formulation 
adopted by small European states such as Sweden, the domestic effects of 
international liberalism have been compensated for by national political 
arrangements - this is what Katzenstein has called the strategy of domestic 
compensation which compensates losers for fluctuations in investment and 
employment through labour market policies, incomes policies and growth in the 
public economy. This strategy is combined with a ‘national ideology of social 
partnership’ involving peak and inclusive interest group organisations that 
institutionalise and control conflict through corporatist institutional arrangements. A 
further unique characteristic of small European states such as Sweden is there 
capacity for flexible adjustment in which they allow international competition to induce 
change in the structure of the domestic economy. This involves adopt a form of ad-
hoc incremental planning which is focused on the need to adapt to external forces. 
Elsewhere, in the varieties of capitalism literature, Sweden has been referred to as a 
co-ordinated market economy in which economic activity is organised and structured 
through non-market institutional arrangements of various forms22. 
 
There has been much debate regarding the continuing relevance of the small state 
distinction, with some contributors arguing that the system of collaboration or 
coordination that is regarded as the hallmark of Western European small states is 
eroding under the influence of global economic forces23. While Australia’s peculiar 
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strategy of domestic defence never fitted the model of the Western European small 
states, it has never-the-less undergone a dramatic change and in Australia’s case 
this have involved an embracement of the liberal market model24. Despite the 
obvious evolution of models of capitalism in the face of global pressures, there is a 
growing scepticism towards the convergence thesis in favour of the view that the 
imperatives of the knowledge economy are creating new paths or hybrid forms of 
institutional regimes which involve neither convergence nor complete path 
dependency. This brings into question traditional categorisations of the two countries 
and is suggestive of the possibilities of new political-economic models in the 
changing global knowledge economy25.  
 
The choice of countries therefore allows for an examination of the evolution of two 
very different small states or varieties of capitalism and allows for an examination of 
the continued relevance of these models and their application to the comparative 
analysis of small business and entrepreneurship in knowledge sectors. 
 
The characteristics of the small business environment in Australia and Sweden are 
analysed using two different approaches to the study of the comparative context of 
small business and entrepreneurship. The first involves an analysis of the aggregate 
levels of small business and entrepreneurial activity in the two countries, which tends 
to demonstrate the relative competitiveness of the Australian system. However, the 
paper exposes a very different pattern when the knowledge intensive ICT sector is 
examined. Sweden has higher levels of small business activity in the knowledge 
intensive ICT sector. This is explained in terms of the stronger institutional 
environment for small business in ICT in Sweden where there is a well developed 
stock of knowledge and competence in the economy associated with past 
manufacturing success, a capacity to generate and commercialise new ideas 
associated with non-market institutional interactions and well developed systems of 
regional innovation.  
 
The paper concludes with a discussion of the political and institutional dimensions 
which might form the basis for revising and expanding the small state and varieties of 
capitalism models as the basis for comparison of political and institutional 
characteristics of nations and their performance in the global knowledge economy. 
 




The first approach to comparing small business and entrepreneurial activity cross-
nationally involves the ranking of countries according to the overall level of small 
business and entrepreneurial activity - it does not discriminate between particular 
industry sectors. This approach is typically adopted in the entrepreneurship literature 
and relies on variations in the regulatory context of nations as an explanation for 
cross-national patterns of small business and entrepreneurial activity. 
 
Entrepreneurial and small business activity in Australia and Sweden 
 
Various measures have been adopted to rank countries relative entrepreneurial 
strength. While no single measure provides a complete picture of the extent to which 
a nation facilitates entrepreneurial and small business activities, a series of measures 
can give an overall picture of the entrepreneurial climate within a nation.  
 
One indicator of entrepreneurial activity is the level of start-up activity. The 
percentage of surveyed adults in a sample of 2000 which reported that they had 
been engaged in activity to start a business in the previous 12 months was around 8 
percent in Australia and 2 percent in Sweden26. This would indicate a strength in 
small firm start-ups in Australia. In Australia, more adults are engaged in the process 
of establishing a business than in Sweden, a key indicator of entrepreneurship. 
 
Business ownership and self employment are sometimes used as proxies for 
entrepreneurship. They capture people ‘who provide employment for themselves as 
business owners rather than seeking a paid job’27. Figure 1 reports business 
ownership levels for Australia and Sweden. Consistent with the measure of start-up 
activity, business ownership is highest in Australia at 15.5 percent (above the OECD 
level of 10.9 percent). In Sweden the figure is around half the Australian level at 8.2 
percent respectively. This would seem to further indicate an entrepreneurial strength 
in Australia in that a larger proportion of the population is involved in owning a 
business. 
 
Insert Figure 1 
 
Finally, further insight into entrepreneurial activity can be gained from an analysis of 
the population of small firms in an economy. In particular, the distribution of 
employment in different size categories of firms provides some indication of the 
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extent to which an economy is oriented towards small firms rather than large firms. 
Small firms are typically regarded as more decentralised and flexible and therefore 
associated with innovative and entrepreneurial behaviour. Large organisations are 
often more hierarchical, formalised and control oriented28. 
 
Figure 2 reports the proportion of employees in different size categories of firms in 
Australia and Sweden. Sweden has a lower proportion of employees in firms with 
fewer than 100 employees (at 42 percent) than does Australia (at 62 percent). This 
provides a further indication that the Australian business system is oriented towards 
small firms to a greater extent than Sweden29. 
 
Insert Figure 2 
 
The initial analysis of small business and entrepreneurial activities in Australia and 
Sweden would seem to suggest that Australia is more supportive of entrepreneurial 
activities than is Sweden. The following discussion seeks to explain Australia’s 
superior performance with reference to existing research. 
 
Explaining Australia’s strength 
 
In seeking to explain cross-national patterns of entrepreneurial and small business 
activity, the entrepreneurship literature tends to focus on whether the business 
environment is supportive of small firms and entrepreneurial activities30. The range of 
policy factors typically identified as impacting on entrepreneurship31 include 
macroeconomic variables such as taxation, labour market regulation, social security 
and income policy; regulatory factors such as establishment legislation, bankruptcy 
policy, administrative burdens, compliance costs, deregulation and competition 
policy; and cultural factors such as social and cultural norms that support 
entrepreneurship. The key points of focus for this first stream of analysis are 
highlighted in Figure 3. 
 
Insert Figure 3 
 
These measures constitute the framework conditions for entrepreneurship or the 
business environment for SMEs. Greater market flexibility achieved through reduced 
government regulation, combined with enhanced market incentives for 
entrepreneurial activity are regarded as central to the achievement of small firm 
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competitiveness on the assumption that 'failures in entrepreneurship are attributable 
to maladjustment to market conditions and to lack of economic incentives'32. Small 
business policy problems are conceived in terms of over-regulation of the economy, 
which is thought to stifle initiative and creativity. As a result, support for SMEs has 
often involved changes in the broader policy environment which have been 
introduced in an effort to improve the economic conditions for business and the 
rewards for entrepreneurial activity:  
Individualism is highly related to innovation through entrepreneurs and the 
creation of small enterprises … Cultures that do not reward entrepreneurs or 
new ideas will have a tendency to inhibit ideas … It is clear that the 
entrepreneurial spirit is much more prevalent in the United States than in 
most European countries and Japan … Impediments to entrepreneurship – 
such as taxes, regulations and other unfavourable conditions – tend to dry up 
the supply of entrepreneurs33. 
 
This approach is consistent with the view that the Anglo-Saxon economies, with their 
emphasis on individualism and market competition, provide a more competitive 
economic environment for entrepreneurial activity in the current context.  
 
An analysis of the general environment for small business and entrepreneurship in 
Australia and Sweden, based on the first approach reported in Figure 3, would 
suggest that the Australian policy and institutional environment is more encouraging 
of small firms and entrepreneurial activities. While there is not a great deal of 
difference between Australia and Sweden in the administrative burden of 
corporations, the two countries differ greatly on the other dimensions of the first 
approach (reported in Figure 4).  
 
Insert Figure 4 
 
As a consequence of labour market changes from the 1990s, Australia has a higher 
degree of income flexibility than Sweden. This is reflected in the level of income 
inequality reported in Figure 4. In addition, Australia has a smaller government and 
lower taxation and social security spending.  At the other end of the continuum of 
OECD countries, Sweden is regarded as a highly regulated economy, with less 
flexibility in wages, a lower level of income inequality, larger government and higher 
welfare provision (Figure 4). 
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A comparison of the regulatory environment of the two countries therefore provides 
some explanation for Australia’s higher level of small business and entrepreneurial 
activity. This is the favoured story in existing comparative studies of entrepreneurial 
and small business activity. 
  
APPROACH 2: THE ENVIRONMENT OF SMALL BUSINESS AND 
ENTREPRENEURSHIP IN KOWLEDGE SECTORS 
 
A limitation of the approach just described is that it does not distinguish between 
small firms in different industry sectors. Indeed, much existing research on innovation 
and competitiveness amongst SMEs has tended to treat SMEs as a single category 
of firms in order to compare their performance with large firms34. Yet it is arguable 
that one of the reasons for a greater focus on small firms in public policy is the 
perceived link between small firms and both the commercialisation of new 
technologies and innovation. While public policy initiatives linked to the first stream of 
analysis often do not distinguish between different types of small firms and their 
different needs, the underlying purpose of many policy initiatives is in fact to 
encourage small firms in high technology and knowledge intensive sectors. The 
following discussion seeks to add to existing understandings of cross-national 
performance in this field by analysing the level of small business and entrepreneurial 
activity in the knowledge intensive ICT sector. 
 
Entrepreneurial and small business activity in ICT in Australia and Sweden 
 
The stronger entrepreneurial environment and orientation of employment towards 
small firms in Australia, compared with Sweden, does not hold for key knowledge 
sub-sectors, indicating that Sweden might constitute a more positive environment for 
small firms in certain knowledge sectors. The above analysis has shown that across 
the economy as a whole, Australia has a higher proportion of employment in firms 
with fewer than 100 employees and Sweden has a stronger orientation towards 
employment in firms with over 100 employees. The following discussion reveals 
some departures from this general pattern in the context of the information and 
communications technology sector, which might be regarded as a key knowledge 
intensive sector. 
 
The ICT sector constitutes an increasing component of total economic activity 
amongst the OECD countries with its share of value added increasing from around 8 
to 9.5 percent between 1995 and 1999. The ICT sector therefore accounts for almost 
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10 percent of business sector value added in the OECD countries and an increasing 
component of international trade35. ICT consists of a manufacturing component 
(electronics products including computer and information processing equipment and 
telecommunications equipment) and a services component (telecommunications 
services such as network operations, computer consultancy services and retail and 
wholesale trade services).  
 
Insert Figure 5 
 
Interesting patterns emerge on examination of the distribution of employment 
between different size categories of firms in Australia and Sweden in the ICT Sector. 
The general orientation of Australia towards small firms with fewer than 100 
employees and Sweden towards firms with over 100 employees does not hold within 
the ICT sector. Figure 5 shows that in Australia, large companies (firms which 
employ over 100 employees) account for a higher share of employment (61.3 
percent) than in Sweden (45.3 percent). It is in the category of medium sized firms 
(which employ between 5 and 100 employees) that Sweden has a higher proportion 
of total employment (47.0 percent) than Australia (24.8 percent) and the contrast is 
strongest in the category of firms which employ between 20 and 99 employees in 
which the share of employment in Sweden (30.2) is more than double that in 
Australia (13.7). As Figure 2 indicated, the reverse pattern is true for the economy as 
a whole – the size category of firms with between 20 and 99 employees accounts for 
twice the share of employment in Australia compared with Sweden and Sweden has 
a higher proportion of employment in firms with over 100 employees than does 
Australia. The data for the ICT sector therefore do not reflect the pattern of 
employment across the economy as a whole.  
 
However, it is important to note that these trends vary at a sub-sectoral level. In the 
ICT manufacturing sector, both countries show a stronger orientation towards large 
firm employment than they do for the ICT sector as a whole. Sweden reveals a 
stronger orientation towards employment in large firms than does Australia. As such 
in manufacturing, the orientation of Sweden towards large firm employment is 
apparent.  
 
The country pattern for manufacturing is reversed for wholesale trade and 
telecommunications services in which Australia shows a stronger orientation towards 
large firm employment than does Sweden. The large firm orientation for Australia is 
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strong in telecommunications in which the proportion of employment in large firms is 
much higher than for the ICT sector as a whole. In these sectors it is Sweden that 
has a stronger orientation towards employment in firms with less than 100 employees 
including the very small category of firms with fewer than 5 employees.  
 
In computing services, both countries show a stronger orientation towards small firm 
employment than they do for the ICT sector as a whole. In Australia, the orientation 
towards very small firm employment (less than 5) is higher than Sweden and in 
Sweden the orientation towards employment in firms of 5-99 employees (and 
particularly 20-99) is stronger than Australia. For this sub-sector, the share of 
employment in large firms is similar in the two countries. 
 
The discussion of the ICT sector highlights some exceptions to the general finding 
that Australia has a stronger orientation to employment in small firms in all size 
categories with fewer than 100 employees. Further evidence of sectoral variation 
from general patterns of small business and entrepreneurial activity is revealed with 
an analysis of the number of enterprises in different size categories. A discussion of 
the number of firms within different size categories allows for the possibility that 
certain countries provide a superior institutional context for both large and small firms 
in certain sectors. It may well be that a country’s specialisation in knowledge 
intensive activities may be attributable to the activities of both large and small firms 
and as such the institutional context may be regarded as positive for both small and 
large firms in knowledge sectors. The presence of a strong large firm population does 
not preclude the presence of a dynamic and successful small firm population.  
 
Insert Figure 6 
 
Figure 6 reports the number and percentage distribution of enterprises between size 
classes of firms in the ICT sector in Australia and Sweden. Sweden has a larger 
number of enterprises with fewer than 5 employees in the ICT sector as a whole and 
in all sub-sectors within the ICT sector when compared with Australia. This is the 
case, even though the share of employment in this very small size class of firms is 
higher in Australia than Sweden (Figure 5). In addition, Sweden has a larger number 
of enterprises with between 20 and 99 employees in the ICT sector as a whole and in 
all sub-sectors. Australia and Sweden have almost the same number of enterprises 
with between 5 and 19 employees in the ICT sector as a whole and Sweden has a 
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larger number of enterprises in this size category in all sub-sectors of the ICT sector 
other than computer consultancy.  
 
It is worth examining the important ICT consultancy sector more closely, given that it 
is a significant and growing share of ICT activity and is particularly knowledge 
intensive. In this sub-sector, there are 1.3 times as many firms in Sweden with fewer 
than 5 employees than in Australia. Australia has a slightly larger number of 
enterprises in the size category of 5-19 employees and Sweden has a slightly larger 
number of enterprises in the size category of 20-99. It is worth noting again the larger 
size of the Australian population and economy, highlighting Sweden’s relative 
strength.  
 
The ICT manufacturing sector is also worth analysing because this sub-sector 
generally has a stronger orientation towards large firm employment. In this sub-
sector Sweden has a larger number of enterprises in all size categories of firms. In 
the very small size category of fewer than 5 employees, Sweden has almost five 
times as many enterprises as Australia, even though this size category of firms has a 
share of employment in Sweden that is below the Australian level (Figure 5). For the 
size class of 5-19 firms, Sweden has almost twice as many enterprises as Australia, 
even though the share of enterprises in this size category in the sub-sector of ICT 
manufacturing is lower than Australia as is the share of employment in this size 
category of firms (Figure 5). 
 
These data indicate that caution must be adopted in the analysis of the share of 
enterprises or employment in different size categories of firms. If an industry sector is 
weak, then the small firm population might be relatively small and performing poorly 
even if it has a large share of the sector’s overall activity. The share of activity in 
small firms may reflect the performance of large companies more than the 
environment for small firms. The analysis of shares of employment in the small firm 
sector inflates the importance of small companies in cases either where the industry 
sector is performing relatively poorly or the large firm population is performing poorly. 
The ICT sector in Sweden is performing well above the Australian level and as such 
the number of small enterprises is higher.   
 
These data indicate that Sweden has either a similar or larger number of small 
enterprises in most areas of the ICT sector than does Australia, despite the fact that 
Sweden has a population and economy that is around half the size of Australia’s. 
 14
This would tend to contradict the general conclusion of comparative entrepreneurship 
and small business analysis which is not sector-specific and which suggests that 
Australia provides a stronger environment for entrepreneurial and small business 
activity than Sweden. 
 
The paradox of Sweden’s superior performance in ICT 
 
While parts of the entrepreneurship literature adopt an aggregate analysis of cross-
national performance in small business and entrepreneurship that does not explain 
performance at a sectoral level, the varieties of capitalism or comparative business 
systems approaches do provide an account of the institutional incentives and 
disincentives for entrepreneurial activity which incorporates sectoral level analysis36. 
The distinction between coordinated market economies (CMEs) and liberal market 
economies (LMEs) is suggestive of the institutional strength of LMEs in 
entrepreneurial activities in radically innovative industry sectors. 
 
Australia37 fits the model of a liberal market economy typical of the Anglo-Saxon 
economies. The Australian system is characterised by weakly organised business 
groups and unions, mechanisms for the decentralised determination of wages (at the 
level of enterprises), a competitive labour market with high-labour turnover, a 
financial system heavily dependent on capital markets, a strong emphasis on 
competition and anti-trust, and an unwillingness of the state to interfere with the 
investment and production decisions of private firms38. Thus the policy and 
institutional context in Australia is such that would be expected to encourage small 
business and entrepreneurship in radically innovative industry sectors39. 
 
In contrast Sweden is typically described as a coordinated economy in which firms 
rely on non-market coordination involving collaborative network relations.  Swedish 
business is embedded in long-term stable relationships with customers and suppliers 
involving inter-firm co-operation in relation to information sharing and the pooling of 
resources for research and development, design and marketing. In addition, the 
industrial relations system is characterised by collective bargaining and labour 
market programs and institutions emphasise skills development and security of 
tenure. Business associations are encompassing and well integrated with state policy 
making institutions. Culture is oriented towards cooperation, trust and equality. Many 
of the features of the Swedish policy and institutional context, including the 
dominance of large MNCs, the regulated labour market, high taxation, large public 
 15
sector and income equality fit with the coordinated model and are generally regarded 
as favouring large firms and incremental innovation in medium technology sectors 
rather than small firms and radical innovation in new industry sectors40.  
 
The logic of the varieties of capitalism and comparative business systems models 
does not appear to account for the performance of Australia and Sweden in ICT. 
These models would predict that Australia would outperform Sweden in 
entrepreneurial activity in relatively new industry sectors such as ICT. The industrial 
dynamics of the ICT sector are such that certain types of institutions are particularly 
important in explaining competitiveness in ICT. While there are significant sub-
sectoral variations in the telecommunications and information technology sectors41, 
these industries are generally regarded as characterised by radical innovation and 
rapidly changing technologies, which depend on high-risk investment in new activities 
and uncertain technological trajectories. They depend on the availability of high-risk 
finance with possibilities for high rewards in the short term. As a CME, Sweden would 
not be expected to perform well in the radically innovative sub-sectors of ICT. As 
such, it is necessary to go beyond the varieties of capitalism and business systems 
models to seek an explanation for the patterns of performance reported in Figures 5 
and 6. 
 
Explaining Sweden’s superior performance in ICT 
 
This section of the paper is concerned with identifying comparative strengths and 
weaknesses in the institutional context of small firms and entrepreneurship in 
knowledge sectors in Australia and Sweden that might explain Sweden’s stronger 
tendency to encourage small firms in ICT. The following discussion draws on several 
bodies of literature in order to identify those factors that might explain Sweden’s 
larger population of small firms in ICT. 
 
The small business policy literature has identified specific measures in support of 
SMEs in high technology sectors that might provide a basis for understanding cross-
national performance of small business in ICT. These measures include direct 
financial support to SMEs, the provision of advisory services to SMEs, the education 
and training of PhDs in science and technology and linkages between SMEs and 
publicly funded research institutions42. Much of this research has focused on new 
technology based firms and has therefore taken into account the specific needs of 
firms engaged in knowledge intensive activities43. In addition, it is possible to draw on 
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the insights of research on national systems of innovation (NSI)44, technology system 
(TS)45 and competence blocs46 to identify the particular institutional and policy factors 
which are of relevance to small firms and entrepreneurship in knowledge intensive 
sectors47.  
 
Factors influencing the level of small business and entrepreneurship in knowledge 
intensive sectors 
 
First concerns the existing stock of knowledge associated with current patterns of 
commercial activity and the level and structure of the skills base of the labour force. 
An economic system might be expected to generate entrepreneurs with the capacity 
and competence to commercialise new ideas in knowledge intensive and high 
technology fields if it has prior competence in related knowledge and technology 
intensive industries. In such a case, the supply of entrepreneurs with technical and 
commercial competence will be higher48. Existing industries generate competencies 
in certain areas and thus create a bias in the economic system towards the 
development of associated activities. Because of technological and commercial 
interdependencies, new activities are more likely to be successful if introduced in the 
location of related activities, suggesting that past patterns of industrial specialisation 
are important for future industry development. The momentum that is created in 
universities, research institutions and the training system towards particular 
technological trajectories and the importance of the supply base of production 
equipment and components, technological know-how, tacit-knowledge (associated 
with learning by doing and using), specialist management and administrative 
competencies and skilled employees impacts on firms in knowledge sectors as well 
as the possibility for the generation of new commercial activities in knowledge 
sectors49. Logically, small firms and entrepreneurs depend on the competence of 
local customers, research institutes, universities and venture capitalists which must 
have sufficient expertise to support and evaluate their activities.   
 
The existing stock of knowledge in the economic system is also affected by the 
education and training system with its contribution to the skills of the labour force. 
Both the level of the skill base and its orientation towards particular fields of study, 
such as engineering and ICT, affects the availability of highly skilled workers to 
contribute to knowledge intensive activities. A well skilled population, particularly in 
science, engineering and ICT may be regarded as an important source of 
entrepreneurs in knowledge intensive sectors and therefore of relevance to the 
establishment of new firms50.  
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As such, the stock of knowledge and competence associated with the existing 
industry structure as well as the skills of the labour force impacts on small business 
and entrepreneurship in two ways. It affects the supply of competent entrepreneurs 
and skilled employees and second it determines whether small firms and 
entrepreneurs function in a business environment which is supportive of knowledge 
activities.  
 
The second element of the institutional environment of particular importance to small 
firms and entrepreneurs in knowledge intensive sectors is the potential for learning 
and generation of knowledge. The potential for learning and the generation of new 
knowledge is of central importance to small firms that rely on knowledge as the basis 
of competitiveness. Traditionally, research and development has been regarded as 
critical for the generation of new knowledge. However, innovation studies have 
shown that innovation is a process of interactive learning between a firm and its 
environment, involving feedback mechanisms or loops, representing the complex 
interactions between a variety of institutions in the system as part of a continuous 
process involving incremental change, error and modification51. Knowledge activities 
do not follow a linear trajectory, moving in a straight path from basic research to 
applied research to commercial application52. As such, while R&D provides some 
indication of the potential for the generation of new ideas, interactions between firms 
and other institutions is a key element of the learning process associated with 
knowledge intensive activities, especially for small firms. Of particular importance to 
science and technology oriented small firms are the interactions between universities 
and industry53.  
 
Third, in order to bring new ideas to the market it is necessary to have the capacity to 
commercialise new ideas, which is influenced by access to financial resources. 
Venture capitalists are required in order to finance entrepreneurial activities. Eliasson 
(2000) has made reference to ‘competent’ venture capitalists that have sufficient 
expertise to understand new business proposals. As he points out54, the supply of 
competent venture capitalists is likely to be weak in technology fields that fall outside 
the range of traditional industries. When the range of traditional industries is quite 
narrow, one might expect the overall supply of competent venture capitalists also to 
be weak, further highlighting the importance of the stock of knowledge and 
competence in the economy. The size and orientation of venture capital markets is 
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an important indication of the capacity of the environmental context to stimulate new 
firm start-ups in knowledge intensive areas.  
 
Finally, the Regional Innovation System (RIS) literature has drawn attention to the 
importance of regional level factors in explaining SME innovation and 
competitiveness, particularly with respect to SMEs that are embedded in regional 
industrial milieus.  This approach emphasises ‘untraded interdependencies’55 or the 
‘soft institutional infrastructure’ of collective learning involving communication and 
interpersonal linkages between firms and institutions in a regional context56. In this 
approach, the generation and use of knowledge for innovation is thought to be 
facilitated through spatial proximity of diverse regional actors and the presence of 
regionally embedded assets that facilitate the generation and use of knowledge for 
innovation57. The close face-to-face interactions arising from spatial proximity 
between MNCs, SMEs, municipal or local governments, universities and research 
institutes, training bodies and local industry associations within a RIS are thought to 
be particularly important for the transfer of tacit knowledge. This literature indicates 
that the presence of strong regional innovation systems that facilitate agglomeration 
and interactive learning help promote SME competitiveness by facilitating innovation.  
 
Within the context of RIS, lead firms can play a critical role. Global value chains are 
increasingly characterised by vertical disintegration in which networked global 
flagship firms play a role in upgrading regional economies by linking with localised 
specialist network suppliers and subcontractors. This potentially results in the 
upgrading of local regions as suppliers and subcontractors are required to meet the 
technical and managerial requirements of flagship companies58. The presence of 
flagship firms can force local economies to improve production systems and products 
and to move into new areas of specialisation as required by the lead firm59. Lead 
firms in networked industries can coordinate technical standards, foster 
entrepreneurial activity in sponsored technologies and facilitate the development of 
industry specific skills sets60. 
 
The role of municipal governments is also of importance in the RIS. Economic 
geographers are suggesting that accompanying the spatial shift in state economic 
management policies is an increased focus on what Harvey has described as the 
entrepreneurial basis of competitiveness in urban governance, which previously 
emphasised administration, transportation and housing61.  Brenner has described the 
Glocalizing Competition State Regime (GCSR) to highlight the focus on competition 
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between urban spaces to position themselves in global value chains through 
marketing, the acquisition of subsidies from national or global institutions and 
property and infrastructure investment62. Within the European context, the European 
Union has used its structural funds to redress technological differences between 
regions including cross-regional variations in the level of research and development 
expenditure and innovative activity63. The EU focus on regional development and in 
particular, technological development, represents a shift away from sectoral policies, 
focused principally on agriculture64. Municipal governments and networks of public 
and private actors at a regional level are manoeuvring to capture the increased 
emphasis on regional economic development in EU policy frameworks. 
 
Parts of the literature are also suggesting that universities play a role in governance 
of the knowledge economy at a regional level that goes beyond their traditional role 
in teaching, scholarship and research. The triple-helix model of government-
university-industry relations has emphasised the blurring of the role of universities, as 
they take on the functions of both government and industry in coordinating activities 
and engaging in commercial ventures and entrepreneurial activities, such as the 
formation of spin-offs and incubators65. 
 
The RIS therefore constitutes the fourth component of the institutional context of 
small firms and entrepreneurship in knowledge sectors, which is outlined in Figure 3. 
This can be contrasted with the approach to the comparative analysis of small 
business and entrepreneurship, which focuses on characteristics of the general 
business environment of small firms and entrepreneurial activity. Both approaches 
focus on institutional factors that are external to the firm and likely to impact on 
entrepreneurship and small business performance. However the second approach is 
concerned with the particular factors of relevance in knowledge sectors.  
 
Applying the framework to Australia and Sweden 
 
Figure 7 reports some of the features of the institutional context of small firms in 
knowledge sectors in Australia and Sweden based on the framework associated with 
the second approach to the comparative analysis of small business and 
entrepreneurship described in Figure 366.  
 
Insert Figure 7 
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Figure 7 indicates that the existing stock of knowledge and competence in Sweden 
can be described as high as a consequence of well-developed supporting industries 
in high and medium high technology sectors, particularly mechanical engineering and 
a highly skilled work force oriented towards engineering and computing. The capacity 
to develop new knowledge and ideas is strong because of high levels of R&D and 
non-R&D innovation expenditure. The size of Sweden’s venture capital market is 
around the OECD level, which is larger than the EU level and its orientation towards 
high technology sectors and new firm start ups is at the EU level which would 
indicate a stronger capacity to commercialise new ideas than Australia.  
 
Australia has a much poorer performance in high and medium high technology 
sectors than does Sweden, indicating that the stock of knowledge in Australia is 
comparatively low. Australia has a low level of competence and stock of knowledge 
outside resource and food sectors. It also has a low level of educational attainment of 
the workforce and a lack of orientation in education and training towards engineering 
and computing. A low potential for learning and generation of new knowledge is 
revealed in low levels of R&D expenditure and non R&D innovation expenditure. In 
addition, Australia appears to have a weakness in its capacity to commercialise new 
ideas given the level and orientation of its venture capital markets.  
 
The broad quantitative measures of the stock of knowledge and competence in the 
economy and the capacity to generate and commercialise new knowledge reported 
in Figure 7 need to be supplemented with qualitative regional level analysis in order 
to capture the institutional environment of small firms in regions - the final dimension 
of the second approach described in Figure 3 relating to regional innovation systems. 
 
The following discussion indicates that the nature of regional innovation systems 
(RISs) differ in Australia and Sweden. Sweden has some reputation for the existence 
of clusters of industry specialisation at a regional level67, while there is little evidence 
that Australia has geographically co-located firms or clusters of industry 
specialisation68. In Sweden, regional innovation systems have been built through the 
activities of lead firms, municipal governments and universities.  
 
In the ICT sector, Ericsson has played a critical role in promoting entrepreneurship, 
sponsoring networks of technology based SMEs and facilitating the acquisition of 
transferable skills amongst engineers, which has strengthened regional innovation 
systems. Clusters of ICT SMEs have formed in the area surrounding Stockholm 
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because of Ericsson’s conscious policy of promoting and coordinating technical 
standards amongst SMEs, particularly in the highly complex middleware software 
industry. A community of engineers with common and transferable technical 
competences has developed around Ericsson, mostly in third generation wireless 
technologies, as a consequence of Ericsson’s policy of developing industry specific 
(and therefore transferable) skills rather than firm specific skills amongst engineering 
employees. Networks of SMEs and engineers have adopted Ericsson’s core 
systems, development language, protocols and connectivity standards, which has 
resulted in the coordination of skills and technical standards amongst networks of 
SMEs69. 
 
In addition to the lead role of Ericsson in ICT, municipal governments and universities 
have played a role in strengthening regional innovation systems, which has provided 
the basis for cluster development. In 1987, the Swedish government instigated a 
process of decentralisation of higher education, which resulted in growth in number 
and resources of regional university colleges. This policy was partly designed to 
improve access to higher education in remote areas but was also a key component 
of the government’s goals of regional economic development and redistribution70. As 
a consequence, Sweden has become a cite of inspiration for the triple-helix model of 
university, government and business collaboration in the promotion of support for 
regional renewal and entrepreneurial activities towards knowledge-based regional 
development71. Over the same period, Swedish regional economic development 
policies have mirrored those of the EU through their emphasis on regional 
partnership programmes and cluster building72.  
 
An illustration of the effect of the stronger emphasis on regional innovation systems 
in Sweden compared with Australia comes from the contrast of a region from each of 
Australia and Sweden that has a focus on ICT and a national reputation for ICT 
competitiveness. In Sweden, it is the Blekinge region (and Karlskrona in particular) 
that has a strong reputation in ICT and in Australia, Adelaide has a long history in 
electronics and is performing above the national average in ICT. A comparison of 
these two regions reveals clear differences in the nature of regional innovation 
systems in Australia and Sweden.  
 
The Blekinge Region in the South of Sweden is characterised by close collaboration 
between universities, the public sector and local business in the ICT field. There are 
two striking components of this overall cluster environment – the Soft Center in 
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Ronneby and Telecomcity in Karlskrona. In Ronneby, the Major was proactive in 
supporting the establishment of the Soft Center in 1985 which was part of an attempt 
to build a research park with a critical mass of companies and education and 
research facilities. The management of the Soft Center lobbied for the establishment 
of the Blekinge Institute of Technology in 1989 and its niche in software 
development.  
 
Around the same time, in nearby Karlskrona, the business community were driving 
for the establishment of Telecomcity, a marketing and development organisation, to 
promote the growth of ICT in Karlskrona. Nordik Tel, a Swedish tele-operator seeking 
the third government licence as a network operator was required to locate its 
customer service centre outside Stockholm as a condition of the licence and it chose 
Karlskrona because of the increasing emphasis on telecommunications in the 
university and the municipality.  The rector of Blekinge Institute of Technology, Per 
Eriksson, was encouraging the municipal government to promote 
telecommunications in Karlskrona and the Major of the municipality, Mats Johansson 
secured public sector support for the concept of Telecomcity with the Social 
Democrats and the wider community. In the private sector, the CEO of EP-Data Jan-
Åke Kark played a key role in encouraging links between the technical university and 
industry.  
 
As such, there were actors or ‘civic entrepreneurs’ from the public and private sector 
and the university that were able to create networks and mobilise support for ICT 
development in the region which helped created an agglomeration effect whereby a 
focus on ICT in the region encouraged further ICT development in the region73. As a 
consequence of these measures, ICT grew by more than 400% in the 
Ronneby/Karlskrona region between 1990 and 1997 resulting in a dramatic 
transformation of the region away from its past in which the region was specialised in 
declining industries, did not have a local university and was dependent on naval 
shipping yards. The region now fits the description of a regional innovation system 
because it involves close collaboration and interactive learning between a range of 
institutions and firms74. The region is not atypical in that several regional clusters of 
industry specialisation have been identified in the Swedish economy75. 
 
The Adelaide region in Australia has also experienced some emphasis on ICT 
development, but the region has lacked the collaborative and transformative vision of 
the various actors in the public and private sector and universities in the Swedish 
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region. In Adelaide the state has played a role in attracting MNCs to the region, 
including Motorola and EDS, but it has provided minimal supervision of MNCs to 
ensure that they link with local industry and as such there has been only limited 
benefit to SMEs in Adelaide. Overall, MNCs have weak connections with local 
industry and universities and their contribution to ICT development in the region is 
limited. In Australia, direct government expenditure on ICT development has been 
very small involving, for example, quite low levels of funding for SMEs to attend trade 
conferences. In Adelaide, it was highly controversial for the State government to 
provide incentives to MNCs to locate in Adelaide because it was constructed as a 
program of ‘business welfare’ rather than an industry development initiative. This was 
derived from a view that governments should improve the general business 
environment rather than provide targeted support programs. In the Anglo-Saxon 
system, government for support for ICT was politically unpopular and portrayed as 
corporate welfare.  In Adelaide, universities have played a limited role in bringing 
global knowledge to the local region due to the underdevelopment of links with 
industry and limited commercialisation activities of universities. Establishing links with 
industry constitutes a radical change from the traditional model of elite universities in 
Australia, in which universities have remained relatively aloof from industry.  
 
In Adelaide, the ICT industry council and the technology park operate fairly 
autonomously from government. An example of the lack of coordination between the 
industry association and government comes from the attempt of the IT Council to 
create a global brand name for the local market. The IT Council’s initiative to create 
the brand Solution City as an identifier for Adelaide is only a few years old and is not 
coordinated with government marketing of the region as ‘Silicon Vineyard’. 
 
In Adelaide, attempts to develop a system of governance of ICT involving networks of 
actors in the public and private sector and universities have been constrained by the 
market orientation of the broader Anglo-Saxon system of economic governance. In 
Adelaide, there has been a divided bureaucracy responsible for different aspects of 
ICT development that has been unable to identify common goals for the development 
of the industry. Government efforts to attract MNCs to the region, such as Motorola, 
have been viewed suspiciously in the media and have been portrayed as a form of 
‘corporate welfare’ rather than an industry development initiative. As such, Adelaide 
could be described as a fragmented regional system76. The Adelaide region seems to 
reflect the more general pattern in Australia in which there is an absence of clusters 
of industry specialisation77. 
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These data would tend to suggest that Sweden provides a stronger institutional 
environment for small firm activity in the important knowledge intensive ICT sector 
than does Australia because it has a stock of knowledge and competence, capacity 
to develop and commercialise new ideas and strong regional clusters involving 
collaboration and interacting learning. As such, the data tend to explain Sweden’s 




This paper has utilised two approaches to the comparative analysis of the 
environment of small business and entrepreneurship and explored the extent to 
which these approaches can explain cross-national patterns in small business 
performance and entrepreneurship in Australia and Sweden. The first approach 
emphasises general framework conditions for entrepreneurship and small business 
activities. This approach highlights suggests that liberal market economies tend 
towards higher levels of entrepreneurship than do more regulated business systems 
in with large public sectors, regulated labour markets and high levels of social 
protection.  
 
However, the paper has revealed limitations in the analysis of entrepreneurship and 
small business activity associated with this first approach. The tendency to measure 
small business and entrepreneurship at an aggregate level excludes the possibility of 
important sub-sectoral differences in entrepreneurship and small business 
performance. A second approach to the comparative analysis of small business and 
entrepreneurship was developed from research on national systems of innovation, 
regional innovation system, technology systems and competence blocs. This second 
approach focuses on the institutional factors that are relevant to small firms in 
knowledge sectors. A range of institutional factors was highlighted which reflected 
the stock of knowledge and competence in the economy, the capacity to develop 
new knowledge, the possibilities for the commercialisation of new ideas and the  
strength of regional innovation systems. In this approach, the focus is on the sector 
more than the size of the firm with the implication that the institutional environment 
may be conducive to both small and large firms in certain sectors and as such the 




By identifying institutional factors of importance to the presence of small firms in 
knowledge sectors, this paper has important implications for our understanding of the 
way in which nations are participating in knowledge activity. It is suggestive that there 
is more than one model of participation in the knowledge economy and the 
institutional infrastructure of an economy influences the level and structure of small 
business activity within the economy.   
 
The paper also shows that there remain important differences between the two small 
states of Australia and Sweden in the globalised knowledge economy. While 
Australia has experienced a change in its model of domestic defence and has tended 
to embrace to politics of neo-liberalism and marketisation in the pursuit of 
entrepreneurship and competitiveness, Sweden has instead developed a range of 
distinctive institutional features that are not necessarily in conformity with market 
principles. Sweden’s continuing distinctiveness can now be described in terms of its 
emphasis on regional economic development, an enhanced role for municipal 
governments in regional renewal and its decentralising higher education policies 
which have promoted the idea of the entrepreneurial university engaged in the 
promotion of regional renewal and entrepreneurship around knowledge based 
industries. Further, the role of key large firms such as Ericsson, appears to have 
been particularly important in fostering networks of SMEs in regional spaces in parts 
of Sweden and shows the importance of large firms in small economies. The results 
are suggestive of the need to explore new dimensions of institutional distinctiveness 







 DATA APPENDIX 
 
Figure 2  
Swedish data excludes temporary employees whose post is for fewer than 3 months, seasonal workers and those 
whose salary falls below a base amount. Australian data covers full time, part-time and casual employees. Own 
account workers and working proprietors in firms with 0 employees are not included in the Australia data. In 
Sweden, working proprietors are excluded from all size categories - data covers employees for whom the employer 
has to withhold and give an account of A-tax (main employer). The narrower definition of employee in Sweden 
may understate the number of employees particularly in the small size category of firms (0-4). Swedish definition 
of enterprise covers only non-financial enterprises. 
 
Figure 4 
(a) OECD (2001) OECD in Figures, Paris: OECD, pp. 36-39  
(b) World Bank (1999/2000) World Development Report, Washington, Oxford University Press, pp. 238-239. 
Australia 1989, Sweden 1992.  
(c) OECD Employment Outlook 1994, Paris: OECD.  
(d) OECD Employment Outlook, July 1997, Paris: OECD.  
(e) OECD 2001, Science, Technology and Industry Outlook, Paris: OECD, p. 99. This is a synthetic indicator 
based on an analysis of four variables - the minimum direct and indirect cost for establishing a corporation, 
maximum delays, minimum number of services, minimum number of procedures (pre and post).   
 
Figure 5 
Swedish data excludes temporary employees whose post is for fewer than 3 months, seasonal workers and those 
whose salary falls below a base amount. Australian data covers full time, part-time and casual employees. 
Australian data covers IT&T specialists whose IT&T income is 50% or more of the total income of the business. 
IT&T specialist businesses cover around 90 percent of all businesses and 86 percent of employment in the sector 
and as such, figures for Australia may be underestimated (ABS 8126.0, p. 7). Working proprietors are included in 
the Australian data. In Sweden, data covers employees for whom the employer has to withhold and give an account 
of A-tax (main employer). As such, the narrow definition of employee in Sweden may understate the number of 
employees particularly in the small size category of firms (0-4). 
 
Figure 6 
Australian data covers IT&T specialists whose IT&T income is 50% or more of the total income of the business. 
IT&T specialist businesses cover around 90 percent of all businesses and 86 percent of employment in the sector 
(ABS 8126.0, p. 7). 
 
Figure 7 
1OECD 2001, Science, Technology and Industry Scoreboard, Paris: OECD, p. 208. The export specialisation data 
measure the share of the exports of the particular industrial grouping in the country’s total manufacturing exports, 
divided by the share of total OECD exports of that industrial grouping in total OECD manufacturing exports.  
2 OECD 2001, Science, Technology and Industry Scoreboard, Paris: OECD, p. 203. 
3OECD 2002, Education at a Glance, p. 54. Excluding ISCED 3C. 
4OECD2002, Education at a Glance, Paris:OECD, p. 61. Tertiary Type A Education (ISCED 5A) ‘are largely 
theory based and are designed to provide sufficient qualifications for entry to advanced research programmes and 
professions with high skill requirements, such as medicine, dentistry or architecture’. Tertiary Type B Education 
(ISCED 5B) ‘are typically shorter than those of tertiary type A and focus on practical, technical or occupational 
skills for direct entry into the labour market’ (OECD 2002, pp. 375-376). Tertiary Type B Education unavailable 
for Australia. 
5OECD 2002, Science, Technology and Industry Outlook, Paris: OECD, p.300. 
6 OECD 2001, Science, Technology and Industry Scoreboard, Paris: OECD, Sweden 1996, Australia 1997. 
Includes ‘all expenditure related to the scientific, technological, commercial, financial and organisational steps that 
are meant to lead to the implementation of technologically new or improved products and processes’ (p.56). Based 
on CIS and replica survey in Australia (p. 174).  
7 Baygan and Freudenberg 2000, Figure 14, p. 31. For measurement problems and limitations on comparability see 
Baygan and Freudenberg (2000), pp. 11-13. High technology is defined as information and communication 
technology, biotechnology and medical/health related sectors. Investment in early stages and expansion refers to 
the share of total venture capital investment financing firms in their early stages of expansion (thus excluding 
buyouts and other investments). 
 
General 
Comparison of Figures 2 and 5 should be undertaken with caution. Figure 2 excludes data for the size category of 
firm with 0 employees. The Australian data in Figure 5 includes working proprietors in firms with 0 employees. 
The small size category of firms in Figure 5 for Australia may have an inflated share of employment compared 
with the national level reported in Figure 2 because of this definitional difference. The difference will not be as 
great for Sweden, because the Swedish data in Figure 6 on employees in the size category of 0 firms does not 
include working proprietors making it more consistent with the figures for Figure 4 which exclude employees in 
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size category 0.Neither cross-national differences in definitions, nor differences in the databases used in Figures 2 
and 5 are likely to detract from the broad conclusions reached in this paper. If anything, cross-national definitional 
differences (such as the narrower definition of employees, particularly in the 0 size category of firms in Sweden 
when compared with Australia) are suggestive that the conclusions reached in the paper may be even stronger than 




 Figure 1: Entrepreneurship: business ownership as percentage of labour force 
 
 1972 1984 1998 
Australia 12.6 16.0 15.5 
Sweden 7.4 7.2 8.2 
23 OECD countries 
(weighted average) 
9.8 10.6 10.9 
 
Source: Verheul et. al. (2002), p. 14 have developed a harmonized database in which entrepreneurship  
is defined broadly to include owners of both incorporated and unincorporated business.  
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Figure 2: Distribution of private sector employees by size class of enterprise, 
percentages 
 




1-4 employees 13.11 
5-19 25.27 
29.95 
20-99 23.28 11.88 
100-199 7.87 15.60 
200+ 30.46 42.56 
Total 100.00 100.00 
 
Source: Statistics Sweden, 1998, Statistical Reports, Structural Business Statistics NV11, Table 1, p.4 





Figure 4: Approach 1: The general environment of small business and 
entrepreneurship  
 
 Australia Sweden 
Taxation burden - tax receipts % GDP, 2000a 29.9 52.0 
Size of government – government expenditure % GDP, 
2000a 
31.9 55.1 
Size of the welfare state – social security transfers % GDP, 
2000a 
8.0 18.9 
Income distribution – wealthiest 20% share of incomeb 40.9 34.5 
Trade union membership as % workforce, early 1990sc 40.0 93.0 
Labour market flexibility – average tenure (years), 1995d 6.4 10.5 
Administrative burdens for corporations (0:low – 6:high)e  1.00 1.25 
 
Source: OECD, various. See Data Appendix for details.  
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Size class of firm, no of employees 0-4 5-19 20-99 100+ TOTAL 
ICT manufacturing      
AUSTRALIA 4.84 9.61 15.32 70.23 100.0 
SWEDEN 2.21 6.42 15.49 75.88 100.0 
ICT services      
AUSTRALIA 7.07 16.75 17.92 58.78 100.0 
SWEDEN 9.35 19.81 34.62 36.22 100.0 
Wholesale ICT products      
AUSTRALIA 6.90 16.60 17.78 58.71 100.0 
SWEDEN 10.29 29.61 36.55 23.55 100.0 
Telecommunications services      
AUSTRALIA 1.0 2.7 4.8 91.4 100.0 
SWEDEN 5.74 13.69 38.22 42.35 100.0 
Computer consultancy/software      
AUSTRALIA 29.1 14.9 18.3 37.7 100.0 
SWEDEN 10.13 18.22 32.82 38.83 100.0 
Total ICT      
AUSTRALIA 14.0 11.1 13.7 61.3 100.0 
SWEDEN 7.71 16.75 30.25 45.34 100.0 
 
Source: Statistics Sweden, Centrala företags och arbetsställeregistret (CFAR) Företag och anställda 
(CFAR) efter näringsgren SNI92 och storleksklass. År 1993-2002  and ABS Information Technology 
Australia 2000-2001 8126.0 p. 23-24. See Data Appendix for Details. 
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Figure 6: Distribution of enterprises by size class of firms in ICT, 
percentage of total in brackets 
Size class of firm, 
no of employees 
0-4 5-19 20-99 100+ TOTAL 

















































































































































Source: Statistics Sweden, Centrala företags och arbetsställeregistret (CFAR) Företag och anställda 
(CFAR) efter näringsgren SNI92 och storleksklass. År 1993-2002  and ABS Information Technology 
Australia 2000-2001 8126.0 p. 23-24. See Data Appendix for details. 
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Figure 7 – Approach 2: The institutional context of small firms and 
entrepreneurship in knowledge sectors 
 
Measure Australia Sweden 
Export specialisation in high 
technology industries, 19991 
0.5 1.10 
High and medium high technology 
industries as % business value 
added, 19992 
5.7 10.0 
Proportion of population whose 
highest educational attainment is at 
least upper secondary, 20013 
65.0 83.0 
Proportion of tertiary graduates in 
engineering, manufacturing and 
construction, 20004  
7.9 Type A 20.5 Type A 
23.3 Type B 
Proportion of tertiary graduates in 
computing, 20004 
4.6 3.1 Type A 
20.5 Type B 
  
Business R&D expenditure as % 
GDP, 1999 5 
0.64 2.84 
Business non-R&D innovation 
expenditure as proportion sales6 
1.9 7.0 
Size and orientation of venture 
capital market7 
Size below OECD and 
EU, orientation to high 
technology sectors and 
new firm start ups 
below EU and OECD 
Size around OECD 




and new firm start 
ups slightly above 
EU but below OECD. 
 
Source: 1-6 OECD, various. 7 Baygan and Freudenberg 2000, Figure 14, p. 31. See Data 
Appendix for details.
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Figure 3: Two approaches to the comparative analysis of the environment of small business and entrepreneurship 
Key points of analysis Explanation  
 
Approach 1: The general environment of small business and entrepreneurship 
Administrative burdens for 
corporations  
Administrative and compliance costs act as a disincentive to small business and entrepreneurship, establishment legislation 
may render it more difficult and expensive to start a firm, bankruptcy rules may impede entrepreneurs in restarting a business 
after failure 
Policies promoting 
competition and market 
flexibility 
A liberal market economy encourages greater competition which stimulates entrepreneurship and encourages small business 
Income policy Can reward risk and initiative by accepting flexibility and inequality in wages to allow the accumulation of wealth for re-
investment in new activities 
Labour market policy Can promote flexibility in hiring and firing which allows small firms to establish 
Taxation policy Can reward risk and initiative and encourage self-employment as well as avoid disincentives for investment in high growth 
activities arising from capital gains tax 
 
Social security policy Can reduce the social cost of labour hire and encourage a culture of risk, initiative and self-reliance 
 
Size of public sector Large public sector can produce a more rigid and formalised cultural orientation and discourage individual initiative Large 
public sector can act as a  cultural disincentive for innovation, flexibility and risk taking 
 
Source:  Stevenson and Lundström (2001, pp. 11-32), Verheul et. al (2002, pp. 43-51), OECD 2001a, pp. 89-114, Reynolds et. al. 2000. 
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Approach 2: The environment of small business and entrepreneurship in knowledge sectors 
Stock of knowledge and competence 
Presence of supportive 
industries in knowledge intensive 
sectors 
Creates supportive environment for small firms in knowledge sectors as universities, research institutions and the training 
system are oriented toward knowledge intensive activities and there is a good supply base of production equipment and 
components, technological know-how, tacit-knowledge (associated with learning by doing and using), specialist 
management and administrative competencies and skilled employees.  
 
Level of education and training of 
labour force and orientation 
towards engineering and ICT 
Improves supply of entrepreneurs and labour with technical competence in knowledge intensive sectors  
Potential for learning and generation of knowledge 
 
Business R&D and non-R&D 
expenditure 




Size and orientation of venture 
capital markets  
Sufficient access to finance, and in particular the availability of finance for high technology activities and new firm start ups 
may ease the process of commercialisation of ideas in knowledge sectors 
Regional innovation systems 
Presence of local ‘institutional 
thickness’ and agglomeration in 
ICT at a regional level. Central 
role for lead firms, local 
economic governance and 
universities. 
 
Institutional thickness facilitates interaction between SMEs and a range of spatially proximate institutions leading to 
knowledge spill-overs. Large firms supportive of networks of technology intensive firms can foster the development of 
transferable skills and entrepreneurialism in sponsored technologies. Regional economic governance mechanisms and 
entrepreneurial universities coordinate and contribute to renewal, entrepreneurship and competence building. 
 
 
Source: derived from research within the tradition of national systems of innovation (NSI) (Lundvall 1992, Nelson 1993), technology systems (TS) (Carlsson & 
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